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N Background
cyz After taking a back seat to

educational program reform during
= the 1980s, school finance has returned
c4 as a hot issue. Finance litigation, fiscal

inequities, and finance reform have
rebounded to high places on state
education policy agendas. This policy
brief discusses the changing contours
of school finance through the 1970s
and 1980s and outlines the key school
finance issues for the 1990s.
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The Changing Contours of School Finance
Allan Odden

Issues in the 1970s

School finance inequities derive
from the way states finance public
elementary and secondary schools.
Nationally, local revenues still
constitute a substantial portion (44
percent) of education revenues. Of the
states in the Far West Laboratory
region, only Arizona is dose to to the
nafional average, with local revenues

primarily property taxes
accounting for 43 percent of the total.
(See Table 1)

Heavy reliance on local property
taxes produces fiscal inequities
because the property tax base is not

Far West Laboratory for Educational
Research and Development setves the
four-state region of Arizona,
California, Nevada, and Utah, working
with educators at all levels to plan and
carry out school improvements. Part
of our mission is to help state
department staff, district
superintendents, school princi-pals,
and classroom teachas keep abreast of
the best current thinking and practice.

distributed equally across school
districts. As a result, some districts
have a large property tax base, others a
small one. In many states, this unequal
ability to raise local revenues is
substantial, varying by a factor of up to
ten to one. Unfortunately, states
typically implement programs that
only reduce rather than eradicate the
problem. As a result, revenues (from
local and state sources) per pupil range
considerably in most states, with the
differences correlated directly with the
local per pupil property tax base.

An actual or threatened court
mandate led over 35 state legislatures
to enact fundamental changes in their
school finance structures between 1971
and 1985. These reforms had five major
characteristics. First, they revamped
the school finance formula, sending
more state funds to property poor,
lower spending districts. Second, they
increased the overall state role in

funding schools. Third, they increased
state funding for special needs student
programs state compensatory,
special, and bilingual education
programs. Fourth, the reforms often
increased aid for the extraordinary
needs of large, urban districts. Fifth,
many reforms were accompanied by
education tax and spending limita-
tions that reshicted local fiscal control
over tax rates, and curbed annual
increases in expenditures per pupil.

Unresolved Policy Issues. School
finance court cases and subsequent
finance policy reforms left two major
policy issues unresolved: Was the
problem variation in the tax base, i.e.,
in the ability to raise revenues? Or
was the problem differences in
spending per pupil?

If the problem is disparity in the
local tax base, it can be remedied by
enacting a Guaranteed Tax Base (GTB)

Table 1
Sources of Public School Revenues, 1986-87,
in Arizona" California, Nevada, and Utah 1

State Federal State Local and Other

National Average 6.4% 49.8% 43.9%

Arizona 9.0 48.3 42.7

California 7.1 69.5 23.5

Nevada 4.4 39.5 56.0

Utah 6.1 54.4 39.6

I Source: National Center for Education Statistics, Digest of Educational
Statistics: 1989: Washington, DO US. Department of Education, 1989.
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Table 2
Percent Revenues by Source for U.S.

K-12 Public Education
1960 to 1988'

Governmental
Level 1960 1970 1980 1988

Federal 4.4% 8.0% 9.8% 63%

State 39.1 39.9 46.8 49.5

Local and Other 56.5 52.1 43.4 44.1

2 Source: National Center for Education Statistics, Digest of Educational
Statistics; 1989. Washington, DO US. Department of Education, 1989; and
National Center for Education Statistics, Public Elementary and Secondary State
Aggregate Nonfiscal Data, by State, for Schad Year 1988-1989; and School Revenues
and Current Expenditures for Fiscal Year 1988. Washington, DC: US.
Department of Education, 1990.

Program (or district power equalizing
programs) in which all districts can
function as if they had the tax base
guaranteed by the state. All districts
then, rich or poor, would raise the
same amount of money per pupil by
levying the same tax rate. But GTB
Programs let local districts decide
how high a tax rate to levy. Different
tax rates produce different expendi-
tures per pupil. Thus, GTB programs
allow for spending differences, but
differences are related to tax effort, not
local property wealth.

If the school finance problem is
defined as differences in spending per
pupil whether due to differences in
tax bases or differences in local
preference for education the
remedy is a school finance system that
mandates equal spending aaoss all
school districts (with appropriate
adjustments for different pupil needs
and different education prices).
Examples are California's and
Hawaii's systems.

The Complexity of the Problem. This
lack of clarity about the nature of the
problem has plagued school finance
for decades. States need to decide
whether their goal is equal access to
raising local revenue or equality in
expenditures per pupil.

State response to school finance
lourt mandates during the 1970s
reflected indecision over these two
goal& Most studies of the impact of
school finance reform found only
modest changes in either per pupil
spending disparities or dependence
on local property wealth

The clearest school finance trend
in the 1970s was change in sources of
school revenues. Local revenues
dropped from over 50 percent of total
revenues in 1970 to 43.4 percent in
1980, while state revalues rose from
about 40 to 47 percent (See Table 2)

Issues in the 1980s

School finance did not change
much during the 1980s. As Table 2
shows, sources of education revenues
at the end of the 1980s were about the
same as at the beginning though state
sources mse a bit, to almost 50 percent,
and federal sources dropped somewhat.

One surprise of 1980s was a new
kind of school finance litigation. While
litigation was light at the beginning of
the decade, by its end court cases were
filed or pending in nearly 20 states.
The recent Texas and New Jersey
cases represented a "second round" of
litigation, each state having experi-
enced a court suit during the 1970s as

well. Finally, major new directions
were set by the school finance case in
Kentucky, which not only overturned
the state's school finance system, but
also overturned the state's entire
education system.

Three aspects of 1980s school
finance litigation are worth noting.
First, courts are not averse to rendering
a "second decision." Indeed, even
during the 1970s, courts in Connecticut
and Washington found systems
unconstitutional in a second case.
Second, courts may be becoming more
restrictive in the magnitudes of fiscal
disparities allowed. In both the Ken-
tucky and Texas cases, the vast major-
ity of districts spent close to the state
average. The systems were overturned,
in part, because of the larger disparities
between the lowest and the highest
spending districts. Third, there seems to
be a developing trend to focus more on
spending differences per se, rather than
on just the relatiorship between
spending and wealth. The balance may
be tipping towards requiring equal
expenditures per pupil (again, with
legitimate adjustments for pupil need
and education price differences) rather
than just requiring equal access to a
local property tax base.

Concerns for the 1990s

One concern is the likely level of
revenues that will be available. An-
other is intense interest in increasing
the productivity of dollars spent on
public elementary and secondary
schools. A third concern centers on the
many and complicated school finance
issues raised by the evolving education
reform agenda.

Level of Revenues Available. One of
the enduring features of elementary
and secondary education finance is
that each decade, revenues per pupil
rise substantially in nominal and real
terms. Nationally, current expenditures
per pupil, adjusted for inflation,
increased by 70 percent between 1960
and 1970, by another 35 percent
between 1970 and 1980, and again by
another :.;() percent between 1980 and
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1990. Whether enrollments rise or fall,
whether the "external threat" is
defense or international economic
competition, U.S. school funding rises
in real terms.

Sources of Revenue Growth. The
obvious question becomes: what was
the source of this revenue growth? The
answer is twofold: 1) a healthy national
economy which pmduces natural
increases in tax revenues and 2) tax rate
increases. Though some had suggested
that education reform produced the
real education revenue increases
during the 1980s, recent research found
that economic growth was the primary
variable.

In addition to a growing economy,
hikes in tax rates played a role at the
state and local district level. (This
despite major declines in national tax
rates in the 19802, particularly income
tax rates.) At the state level, increased
sales tax rates were the most popular
strategy. States such as Arkansas,
Florida, South Carolina, Tennessee,
Texas, and Utah all raised the sales tax
rate and generally used the proceeds to
help fund major education reforms.

Non-broadly-based tax sources. New
education revenues from sources other
than income, sales and property taxes
were tried in some states and local
school districts but produced only
small amounts of funding. Several
states have enacted lotteries in the past
decade. But lotteries are very inefficient
revenue raisers and generally produce
only small amouats of new revenue
compared to the total amount of
money needed to fund education.

Dedkated revenue sources. Under
this strategy for producing education
revenues, states "dedicate" a revenue
source (such as the sales tax) or a tax
rate increase (such as the one cent sales
tax increase in Arkansas and South
Carolina) or even a portion of the state
general budget (such as California's
Proposition 98) to education. The
theory is that dedication will insure
more money for the schoois. The short
conclusion is that dedicating tax

resources fcr education or any other
function does not work. There are
simply too many legislative ways
around dedication requirements.

The Best Use of Education
Revenues in the 1990s

Given the fiscal history of the past
40 years, the policy question may be
how to use substantially not just
marginally increased education
dollars. In addition to reducing
traditional school finance inequities,
answering this question in a way that
markedly improves student achieve-
ment and the productivity of a state's
public education system is the key
school finance agenda for the 1990s.

Deciding how best to use new
educational resources can be ap-
proached in three major ways:
1) assessing education generally as an
investment strategy; 2) analyzing the
tradeoffs between prevention and
remediation programs; and 3) identi-
fying the effectiveness of traditional
uses of education dollars such as
consolidation and class size, as well as
curriculum coverage, use of time, and
new ways to organize schools and
classrooms.

1. Education as an Investment
Strategy. Research shows that both
private (individual) and social
(governmental) rates of return on
investments in education are sizable,
rankiag with other conservative or
governmental investment opportuni-
ties. Education is a good investment,
both for governments and individu-
als.

2. Tradeoff Between Prevention and
Remediation. There is widespread
consensus that programs designed to
prevent school failure or enhance
school success, espedally for poor
children, are good pul "1 investments.
Research shows that preschool
programs for poor children have long-
term benefits and are highly cost
effective. Even when future benefits
are discounted to present values,
investments in comprehensive, early

childhood programs for poor four-
year-olds have benefit cost ratios of up
to six-to-one.

Research also shows that extended
day kindergarten, i.e., full day kinder-
garten for poor children, helps stu-
dents perform adequately in subse-
quent elementary grades. In fact,
extended day kindergarten can help
students increase their school perfor-
mance by up to half a standard
deviation on achievement tests. Fully
funding both pre-school and extended
day kindergarten for poor children
would substantially help "deliver" on
the national goal of insuring that all
students start school ready to learn.

Dropout prevention programs are
also cost effective. While benefit-cost
ratios are lower than for prevention
programs, even late rernediation
programs clearly "pay off" in the long
term. So it is smarter to invest in preven-
tion programs, but also wise to invest in
remediation programs that work.

3. More effective ways of allocating
educational dollars. While the general
education production ftmction litera-
ture has been inconclusive, several
findings point to ways to save money.
Other research on educational inter-
vention effects identifies programs
where investment will bolster student
performance.

The conventional conclusion from
most educational production function
research is that few educational
resources are consistently related to
student performance. Moreover,
higher educational expenditures are
rarely related to increased student
performance. The important message
fiorn this researrh is that if additional
education revenues are spent in the same
way as current monies, student perfor-
mance increases are unlikely. New
revenues need to support new strate-
gies in order to produce significant
student achievement gains. The
message is not that money doesn't
matter. But the way money makes a
critical difference.

Brief 3



Teacher Salaries. Higher beginning
salaries will help recruit talented
individuals into teaching. A compen-
sation structure that pays for profes-
sional expertise is one that rewards
the use of effective teaching strategies
and indirectly rewards experience.
The longer a professionally-oriented
individual is in teaching, especially in
effective schools, the greater the
professional expertise that person
develops.

Scale economies. Many education
policymakers believe that larger
school districts and larger schools are
more cost effective than smaller
districts and schools. The research
generally concludes that economy of
scale is an unresolved issue for school
districts and rarely can be docu-
mented for elementary or secondary
schools above 400 students! The
implication is to skirt consolidation
except for very tiny schools, and
certainly to avoid creating large
schools with enrollments over 1000,
even at the high school level. The scale
economies research show that smaller
is better (though tiny is not).

Class size. Another tenet of US.
education is that small classes pro-
duce higher achievement and greater
teacher satisfaction. Smaller classes are
an expensive policy option. A late
1970s meta-analysis of class size and
student achievement concluded that
class size below 20, and especially
down to 15, produces significant gains
in student performance. However,
this review did not include any
studies on the impact of class size
reduction over a number of years. It is
inaccurate to assume that the impact
of a one year class size reduction can
simply be multiplied by a number of
years to indicate the long-term effect.

New research findings conclude
that the evidence for small class size
only supports one-to-one or small
group (up to three students) tutoring.
These findings argue that one-to-one
tutoring in grades one and two can
keep children in these grades per-
forming at grade level. In short, the

research on :lass size and student
achievement primarily supports very
small group tutoring, especially for
students in the early grades.

Time and curriculum. Many 1980s
education reform reports called for
extending the school day and year; few
states have done so. Such reforms are
expensive. Since the school year is
about 180 days in most states, it would
take a 40 percent inaease to extend it
to 200 days and another 10 percent to
extend it to 220 days the norm in
many other countries. The costs,
roughly, would equal 10 to 20 percent
of current expenditures, or between
$20 and $40 billion.

Research analyzing differences in
achievement across countries shows
that time variables, such as the length
of the school day and year, are insig-
nificant and that the contan of the
curriculum is the key determinant of
achievement differences. These studies
suggest that US. student achievement
would be much better if the curriculum
were restructured to cover more topics
and concepts and to focus on problem
solving rather than basic skills. Imple-
menting such mafor curriculum
reforms as, for example, California is
doing under its new curriculum
frameworks should be one of the
highest education priorities for the
1990s.

Student Promotions. Another "time"
policy proposal in the US. has been to
eliminate "social promotions." But
resench is also quite conclusive that
this strategy does not work. The cost of
holding children back is high: it is
equivalent to providing an entire extra
year of school. A much cheaper and
more cost-effective policy would be to
promote them and provide supportive
assistance.

Allocation of Time. A large body of
research shows that the higher the
student academic learning time (the
amount of time allocated for instruc-
tion during which the student is
engaged at high success levels), the
higher the learning. This conclusion

suggests that major curriculum
restructuring combined with wider
use of effective teaching practices
within current school time allocations

would produce impressive gains in
system performance. These policy
changes, moreover, are relatively low
cost.

Peer tutoring, adult tutoring,
cooperative learning all generally
low cost also are likely to produce
improvements in student achieve-
ment.

Peer tutoring means that students,
usually older students, tutor usually
younger students in academic subject
areas. This type of program requires
organizational mechanisms at the
school level to facilitate implementa-
tion. Some initial staff training is
needed in how to structure the
program and help students play the
tutor roles.

Aduli tutoring is similar to peer
tutoring except that adults, wAh
modest amounts of training, perform
the tutoring function. A comparison of
several programmatic interventions
found that both peer and adult
tutoring were more cost effective than
extending the school day, lowering
class size, or computer-assisted
instruction.

Cooperative learning is another
classroom organizational strategy that
produces large gains in student
performance. Cooperative learning
entails heterogeneous groups of
students (with both high and low
achieving students in each group)
working together on tasks. 1"...'search
shows that achievement impro yes for
all students, both high and low
achievers.

Finance Dimensions of Three New
Education Reform Types

Education finance has evolved
toward the use of three major policy
instalments: 1) fiscal capacity equal-
ization formulas that have been used
for over 80 years; 2) categorical
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programs for special pupil and district
needs that expanded in the 1970s and
1980s; and 3) school-based incentive
programs introduced during the 1980s
education reforms.

There are more effective strategies,
however. Three that policymakers
should consider are: formula incen-
tives; new teacher salary incentives;
and choice incentives.

1. FORMULA INCENTIVES.

(A) Intergovernmental grant
theory can be used to design or
analyze incentives within the formulas
states use to distribute funds to
districts and schools. Formulas can be
designed to require local financial
matching; regulations can be devel-
oped to target funds to students or
programs; formulas can stimulate extra
funding or simply replace local money
with state money. A fresh analysis of
that formula design could stimulate
local reform and increase the produc-
tive impact of new education resources
in the 1990s.

(B) School-based fiscal incentives
pose different issues. This approach is
not on individually focused incentives
but incentives for operational units
(production divisions, or departments

schools or academic departments
are the education analog). Instead of
linking incentives to the productivity
of the entire firm, individual units are
rex-arded on the basis of their perfor-
mance over a multiple year time
period. Yet there can be problems.
Individual incentive plans can work
against the kind of team effort required
to develop and sustain a productive
organizational climate. Several states,
including South Carolina, Pennsylva-
nia, and Utah, have tried different
forms of school incentives. Many
design issues must be addressed,
including: dollar amount, criteria, how
c,llocated, restrictions on use, and time
period to qualify are a few. States need
to learn more about hcw these pro-
grams work and seriously consider
developing a range of school incentive
mechanisms.

(C) New budget incentives are
being adapted from business, where
there has been a 20 year trend toward
granting local managers greater
finav cial discretion in exchange for
more explicit accountability on
outcomes. Rather than simply telling
local school managers how to spend
money, school revenue providers are
now trying to create incentives for
local managers to use their local
knowledge to accomplish system goals
in accomplishing system goals.

Under the "old system", revenue
providers maximized preferences by
instituting resource distribution rules
when allocating resources to local
managers. For example, the rule might
be one high school counselor for every
X number of students. Under the "new
system", resource providers identify
desired outcomes and provide lump
sum budgets, but let local managers
decide how to deploy those resources.
This approach to budgeting goes by
many names: site-based management,
school-based management, or respon-
sibility or in higher education
revenue center management.

2. NEW TEACHER SALARY STRUCTURES.

Another potentially costly, yet
very important use of education
dollars is teacher salaries. The US. has
given teacher policies considerable
attention over the past five years and
several ways to transform teaching
into a full profession have been
proposed. But the costs of these
proposals are high, approaching an
extra 26 percent in real US. dollars.
Moreover, the actual teacher compel?
sation structure has not been given
much analytic discussion.

Another problem is that many
programs for recruiting and retaining
able individuals in teaching, such as
loan forgiveness programs, have been
ineffective. On the other hand, fellow-
ship programs with service paybacks are
effective recruitment strategies. These
programs, which defray college costs,
provide an immediate benefit and are
successful recruiting devices.

As noted earlier, beginning
salaries are also a factor in recruit-
ment. Research shows that higher
beginning salaries are effective in
attracting mom and more talented

individuals into the profession.

Thus, raising beginning teacher
salaries is a productive policy goal.
But, the policy issue for the 1990s is
whether there is a target for beginning
teacher salaries. Should beginning
teacher salaries simply be as high as
possible, or should they be equivalent
to beginning salaries for indiviluals
with a BA degree?

Most new teacher policy proposals
suggest that all teachers, especiallyin
grades K-8, should have a solid liberal arts
education. These proposals also
suggest that advanced technical
knowledge is not the critical teacher
ingredient, again at least for grades K-
8. A broad education in the liberal
arts, with either a humanities or
mathernatics/sdence concentration is
what is needed. By implication, then,
beginning teacher salaries should be
equivalent to beginning salaries for
individuals with a BA degree, putting
teaching on an equal beginning
salaries basis in recruiting individuals.

An overhaul in the design of the
teaching profession's compensation
structure is needed. The traditional
practice of giving salary increments
for education and experience is not
the best way to reward or retain
outstanding teachers. Research has
shown that these teacher characteris-
tics are not strongly related to system
productivity.

The preferred approach to teacher
salary structures is to pmy for professional
expertise content knowledge, pedagogi-
cal expertise, and proof of knowing when
to apply different teaching strategies.
Developing professional expertise
requires collegial interactions within
schools, and research (in education
and other fields) show that "worker"
participation in technical decision
making improves system productiv-
ity. Collegial interactions over the

Brief 5



"business of teaching and learning"
help engender continual development
of professional expertise which leads
to improved student achievement,
teacher satisfaction, and teacher
decisions to remain in teaching.

3. SCHOOLS OF GIOICE.

Another major new policy
initiative is school choice, allowing
students (or parents of grade K-8
students) to choose which public
school to attend. This policy shifts the
attendance decision from the school
system to the parent or the child.

The financing of publk school choice,
however, has received little attention. The
key funding issue pertains to the
decentralized nature of the country's
school structures (i.e., hew much
money will a student cany in attend-
ing a school outside the district of
residence?). The problen: concerns the
mismatch between a district-based
fimding structure and a school-based
attendance policy. To remedy this
mismatch, a new, two-tiered funding
system may be appropriate. The state
would provide all districts with ade-
quate revenues to deliver a quality
base education program. In contrast
with the current system, districts
would be prohibited from spending
above the base, and local fiscal control
would revert to schools. Each school
would be allowed to enact an income
surcharge, with the per pupil yield set
by the state at a higher level than the
amount of revenue raised at any
school. This approach begins to place
a small "price"choice, because parents
of all children attending any school
would be subject to the income
surcharge.

This new funding approach
would need to be attached to some
state (or federal) tax, preferably the
income tax that shelters the poor, and
a per pupil yield schedule backed by
the state (or federal) government, so
that all schools with a similar sur-
charge would receive the same
amoimt of extra revenues per pupil.

Conclusion

School finance cannot afford to
sy dormant in the 1990s as it did in
the 1980s. States need to address
many new school finance issues. Key
among them is how to invest and
reallocate resources to meet ambitious
state and national goals of bringing all
students up to adequate performance
levels. To accomplish this, school
finance in the 190s must push
beyond fiscal iiiequities and deter-
mine connections among student
outcomes, education programs, and
education funding. School finance
may have "ducked" those issues in
the past, but cannot afford to do so in
the future.
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SPECIAL INSERT

School Finance In Arizona

School finance policy in Arizona
does not have a significantly different
history from that described in the
Changing Contours of School Finance
Policy Brief. Under threat of litigation,
and in response to increasing concern
by policymakers, and a threatened tax
payer revolt, the Arizona legislature
revamped the school finance system in
1980.

The restructured finance system
was a foundation system incorporating
various weights for categories of
"need" (the increased numbers of
senior teachers, the rapidity of growth
or decline, the numbers of students
with spedal needs and their types) and
a revenue/expenditure cap. The system
was desiFted to equalize expenditure
and effort, with the state as the primary
equalizing force. Since 1980, the state's
share of school budgets has increased
significantly.

The Present Debate

While originally thought to be a
responsthle and responsive
restructuring of both finandal burdens
and benefits, the 1980 plan is the focus
of increasingly intense debate among
policymakers, state officials, and school
district offictA is The intensity of the
debate has prompted a threatened law
suit, and lies behind the actions of the
Arizona Citizens for Education (ACE).

Although the issues are quite
complex, two sources of friction are 1) a
general tension over funding adequacy,
and 2) difficulty in the original school
finance formula.

Arizona has a long history of fiscal
conservatism and resistance to state
intervention in local or individual
matters. Although the numbers are
routinely in dispute, Arizona does not
have a history of providing high levels
of support for public and sodal
services. Consequently, provision of
social services for children (including
schools) has not been high. Since 1970,
Arizona has become more urban in
character, has grown rapidly, and has

Robert T. Stout

seen the immigration of much more
diverse populations with much wider
ranges of need. Arizona has
experienced its own forms of child
abuse, adolescent suicide and
pregnancies, high school drop out
rates, and other forms of social
dysfunction.

School district officials have
complained repeatedly that funding is
too low to allow them b3 meet the
increasing needs of the changing
school-age population. Many
policymakers have responded that
Arizona is not wealthy, that school
districts receive hefty support already,
that schools are not as effident as they
could be, and that schools must show
evidence of improvement before
additional funds are made available. In
addition, policymakers argue that in
difficult eesnartietimes schools must
learn to compete with other social
services for limited state funds. This
second argument has increased the
intensity of the debate with school
officials. Relatively, the stateis
expenditures for 1(42 schooling has
decreased. The percent of the state's
budget dedicated to schools has gone
down significantly since 1980. Arizona
policymakers have had to juggle
education claims against claims for
health care and increased benefits for
the poor, new roads, additional
prisons, and a host of others. The
rapidly increasing population anti
their increased needs have not
necessarily produced equal revenue
sources for the state.

Against the backdrop of perceived
insufficiency in school funding, school
officials and others have also
encountered difficulty in the ori&al
school finance formula. The
foundation program, as passed, was
designed to accomplish three things:
1) to recognize differential property
wealth among school districts, 2) to
attempt to equalize tax burdens among
school districts, and 3) to provide a
base for meeting the educational needs
of children.

The chosen strategy was to develop
a complex funding formula which
established base expenditures for a
nominal "average" student (FTE), and
to add funds for students will- pedal
needs. At the core, the formula was
designed to provide basic funds for
regular operations and additional funds
for educating children who were
thought to require extra services.

In the last ten years, the formula
has been changed often in response to
generally inaeasing costs (inflation)
and in response to arguments that the
level of funding for children with
special needs was too low. Thus,
legislative energy has gone to adjusting
the base funding formula, often leaving
educators dissatisfied with the
outcome.

But the base formula has not been a
sufficient vehicle for dealing with swift
changes in the political and
demographic forces of Arizona. Four
major issues have led to multiple
adjustments in the financing plan:
1) rapid growth and decline; 2) the
needs of urban school districts;
3) escalating costs for certain functions;
and 4) funds for special improvement
efforts. These demands on the finance
system h ve created a very complex
web of funding tactics.

Rapid Growth and Decline

Because the base formula is driven
by student count, it is one year behind
reality. This means that some very
rapidly growing districts are
continually underfunded. fkirther, the
formula provides that thresholds must
be met in order to qualify for "rapid
growth" funds, but offidals in rapidly
growing school districts argue that the
funds come too late and in too small
amounts to allow them to provide even
basic services. State officials counter
that more precise planning in the local
districts would allow them to anticipate
needs and provide for them. School
districts with declining enrollments
argue that programs cannot be down-
sized in a piece meal fashion; one
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cannot, for example lay off one-half of a
physics teache ,.. if the number of
students in a physics course drops from
26 to 17.

A second debate centers on student
count. The issues are when to count,
and how to handle absences. Urban
districts, particularly, press for leniency.
They argue that urban students drift in
and out of school, often changing school
districts several times in a year, or
showing up long after the school year
has started. In addition, urban students
have high rates of absence which cannot
be controlled by the schooL
Nonetheless, urban educators stress, the
basic program has to be sustained, even
if large numbers of students are absent
or are in transition. However, state
officials argue that 3tate funds should
not be allocated for students who are
not there.

A third debate is over school
facilities. Rapidly growing districts state
that the fmance plan does not provide
sufficient revenues to build schools fast
enough. Yet, districts with declining
enrollment argue that empty schoOl
buildings still generate costs, and that
they should be allowed to dispose of
those buildings without penalty.

All of these issues are continually
being addressed by the legislature.

The Needs of Urban Districts

Urban districts feel the legislature
has been unsympathetic to their costs of
education. They argue that the finance
scheme assumes the nominally
"avenge" student and does not
sufficiently fund the multiple and high-
cost needs of their students. They argue
1) the finance plan prevents them from
using their high property wealth even if
they could convince voters to raise
taxes, 2) the multiplier weights for
students with special needs are too low,
and 3) the costs of all sorts of goods and
services are disproportionately high in
uiban areas.

Excess Costs for Certain Services

State school districts have said that
the basic inflation index which is used
to determine the base costs of education
in ensuing years fails to account for
excess costs in certain goods and

services. They cite examples of relative
hyper-inflation in transportation and
utility costs especially.

Reform and Improvement

As the State has moved to raise
standards, school district officials have
argued that state policymakers are
mandating extra cost services without
providing additional funding. For
example, as students are required to
complete more courses, or to take more
academic work, schools are forced to
provide classes they might not have
offered previously. They argue that
such mandated shifts in student interest
produce extra costs and major
dislocations in personnel utilization. A
current example is a requirement that
school districts must offer foreign
language instruction in the elementary
grades. School officials ask where they
will find funds to implement the
mary!,:e? Other examples include
provision for increased services for at-
risk students and for preschool
children with handicaps, and
implementation of substance abuse
programs. While school officials agree
that such efforts are worthwhile, they
argue that such efforts have to be
funded adequately to be effective.

Legislative Strategies

State policymakers have adopted
four basic strategies to find resolution
for these continuing debatm. The first,
already mentioned, has been to adjust
the base formula from year toyear,
attempting to relieve pressure as it
builds in one area after another.

The second has been to provide
additional funds for various special-
purpose efforts. Thus, some money was
made available to fund special efforts
for at-risk students. But the funds were
not sufficient to go to all districts,
necessitating a formula for deciding
which districts were eligible.

The third has been to create pilot
programs in areas of legislative interest.
Policymakers, wishing to have
implemented one form or another of
school improvement, have allowed
districts to apply to be included in the
effort. If the district is successful in
becoming a pilot district, the district is
given permission to raise local taxes in

order to fund the pilot program. Recent
examples of this statena are the Career
Ladder Program for teachers and an
emerging effort in school restructuring.

The fourth has been to insist that
school districts become more efficient.
Policymakers argue that scho31 officials
could do more to reduce unnecessary
costs, to reallocate funds to meet new
demands, and to be much more
competent in their planning.

Current Status and Future Issues

In November, 1990, the citizens of
Arizona will vote on a resolution put
forward by the Arizona Citizens for
Education (ACE). The proposition calls
for a systematic rise in the base funding
formula over the next ten years.
Legislators and other state officials are
split over this proposition, some
favoring it and some opposing it
actively. If passed, many school officials
see hope that school funding will come
closer to meeting student needs.

Also; the County Superintendent of
Schools in Pinal County has been
seeking school districts throughout the
State to join in a law suit. Working with
the Arizona Center for Law in the
Public Interest and the Southern
Arizona Legal Aid Society, the
cooperating school districts may file suit
to attempt to overturn the current
funding plan. Their goal is to have 100
of the 220 school districts in the state
join in the suit.

Conclusion

Pressure in Arizona for revamping
school finance has been especially
intense in the past six or so years. For
various reasons (lack of state revenue is
cited most often) the state legislature
has moved with caution. Legislators
have responded to pressure and have
made adjustments. However, the fact
remains that Arizona continues to be a
relatively low-spending state for
education, citizen and school
administrator unrest continues to be
high, and disparities in funding among
school districts continue to surface.

Robert T. Stout is Professor of Education,
Arizona State University.



SPECIAL INSERT

California School Finance

Background

The current system for funding
California's public schools is a mixture of
revenue limits, general aid to school
districts, and special, or categorical,
funding programs. It cost over $23 billion
to educate the nearly five million K-12
students in California schools in 1989-90.
Distributing the fiscal resources available
for education to schools is a complex
task. Although the money is allocated
and directly controlled by the State,
responsibility for developing educational
programs lies with the individual school
districts. To make matters more problem-
atic, policymakers continue to grapple
with the state's changing demographics,
tremendous enrollment growth, and
limitations on funding for public ser-
vices.

Nowhere are the changing demo-
graphics more obvious than in schools.
Nearly 25 percent of California's school
children live in poverty; over 600,000
have limited English speaking ability;
and 20 percent live in single parent
households. School enrollmen ts should
grow by 180,000 students in each of the
next five years, costing die state an
additional $832 million dollars per year.
If adjusted for a 43 percent inflation rate,
the cost rises to $2 billion just to stay
even. Moreover, 46,000 more teachers
and 2,103 more schools will be needed.

School Funding History

The history of California school
fmance is dominated by the following
four events.

1. Serrano v. Priest In 1971, the State
Supreme Court ruled that the state's
system of public school finance did not
meet the equal protection clause of the
California and United States Constitu-
tion, and that the state's fmance system
discriminated against the poor because it
made the quality of a child's educationa
function of the wealth of his parents and
neighbors. The case was remanded to the
lower courts for trial. Three years later,
the court ruled that revenue disparities
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among districts in spending for basic
educational servion had to be reduced
to "less than $100 per pupil."

However, before the court's ruling,
the Legislature passed Senate Bill 90
which implemented for the first time
revenue limits. Revenue limit deter
mined how much money a district had
available for basic education programs,
and was based on the district's revenues
in the 1972-73 school year. To equalize
district revenues, a variable growth rate
or "squeeze factor" was established.
High spending districts were restricted
to lower annual :venue increases than
were low spending districts. Over time,
this squeeze factor was expected ba
equalize district spending.

However, SB 90 did not go far
enough in reducing spending inequities,
and furtl-p2 remedies were ordered. In
1977, the Legislature passed AB 65 with
the intent to achieve "substantial
compliance" With the Serrano require-
ments. However, beim its implementa-
tion, Proposition 13 was passed.

2. Proposition 13 and the Gann
Spending Limit:The years following
passage of Props 13 end 4 were lean
years in California. In 1978, voters
approved the Jarvis-Gann tax limitaticm
initiative, known as Proposition 13. Prop
13 limited property taxes to one percent
of the 1975-76 assessed market value;
limited assessment increases to no more
than two percent a year; allowed
property to be reappraised only when it
is sold or ownership is transferred;
prohibited state and local governments
from passing new property taxes; and
required a two-thirds vote of the
Legislature to enact changes in state
taxes.

Since there Wes little time to plan
for the 60 percent reduction in property
taxes that Prop 13 would bring. the
Legislative passed SB 154, the "bail out"
bill, which guaranteed school districts
between 85 and 91 percent of their
previous years' revenue. Thus, for the
first time, the burden of financing education
was placed on the state. Local residents

and school boards no longer decided
how much to spend on education, and
state planners could no longer count on
growing assessed values to fund a
portion of the state's programs.

Following SB 154, the legislature
passed AB 8; the general framework
under which schools continue to be
funded. Under AB 8, district revenue
limits were maintained, but the legila-
ture decides what share of the one
percent property tax collections are to be
given to the schools. The state then
contributes the difference between each
district's revenue Ibnit and the amount
of property taxes it collects.

In 1979, voters passed Proposition 4,
the Cann spending limitation. This
measure limits growth in spending to
the rated increase in the state's popula-
tion and fhe lower of the US. Consume-
Price Index or California Personal
Inconie and requires that any surplus be
returned to the taxpayers. The state also
became responsible for determining
how much school districts could spend,
and it bted a two-thirds vote require-
ment to raise taxes. The limited revenue
generated for education did not change
until the passage of SI3 813.

3. Senate Bill 813. In 1983, Califor-
nia, re_panding to the reform challenges
in A Nation At Risk, passed Senate Hill
813. SB 813 provided an additional $1
billion a yew for schools during each of
the next four years; enacted a number of
imp:tient educational reforms; and
established many new programs.
Crudal in the bill's passage was the
explicit agreement among legislators
that schools would not receive more
money unless school rehrm measures
were also enacted. Among the programs
created were increased high school
graduation requirenents, a mentor
teacher program, funds for instructional
materials at the high school level, and a
program for tenth grade counseling. In
addition, financisl incentives to increase
the length of the school day and school
year, and to increase beginning teacher
salaries were offered and widely
accepted by school districts.
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In 1984, voters approved the
California State Lottery whereby a
minimum of 34 percent of total lottery
receipts must be distributed to public
schools and colleges. The Lottery
provides approximately $1 billion a par
in revenue. Although the measure
requires that these finds `supplement
not supplant" support for education,
policymakers and educators argued that
education's snare of the State's General
Fund Budget declined due to the
availability of Lottery receipts by school
districts. To remedy this situation, the
education community mobilized to
secure passage of Proposition 98 in
November, 1988.

4. Proposition 98 has three majcr
provisions: 1) a formula establishing a
minimum funding level for K-14
education; 2) a Gann limit excess
formula requiring revenues received by
the state in excess of the Gann spending
limit be allocated to K-14 education on
the basis of equal dollars per ADA, up to
a maximum amount of four percent of
the prior year base funding level; and 3)
the requirement that every school
agency adopt a "School Accountability
Report Card" annually, beginning in
1989-90.

Minimum fielding level: This provi-
sion requires that K-14 education
receives at least 40.879 percent of the
State general fund revenues each year,
the same percentage appropriated in
1986-87 (Test 1), or at least the same
amount of combined State aid and local
tax dollars es was received in the prior
year adjusted for state-wide ADA
(Average Daily Attendance) growth and
inflation using the same inflation
measure as useel to calculate the Gann
spending limit (Fest 2).

A Gann limit &rem formula: Expendi-
ture of the Gann excess revenues are
restriceed to five areas of Improvement
and accotmtability:" 1) class size reduc-
tion to not more than 20 students per
teacher and a total teacher load of less
than 100 students per teacher; 2) instruc-
tional supplies, equipment or materials;
3) direct services to students to ensure
academic progress; 4) staff development
programs designed primarily by
classroom teachers; and 5) teacher
compensation.

Problems with Proposition 98

Although spending increased by
over $1.6 billion between 1588-89 and
1989-90, real expenditures per ADA
actually declined by one-half of one
percent. Worse, Prop 96's minimum
guarantee became a ceiling for school
funding as the Legislature, faced with
spending demands from a range of
state programs, was unwilling to give
the schools any mete than the mini-
mum entitlement. The Prop 98 funding
guarantee also meant that if the State
wanted to raise taxes for spending cat a
non-education program, it would have
to raise almost $1.7 for every $1 it
wanted to spend co other programs.

These problems were exacerbated
by the Proposition's two-test approach.
To resolve this problem, Propositice
111 was passedby the voters in 1990.
This measure includes: 1) a nine cent
per gallon inavase in gasoline taxes;
2) changing the way the Gann limits are
calculated; 3) modification of Proposi-
tion 98 so that education receives only
50 percent of future Gann excess
revenues; and 4) modificatices of the
Test 1 guarantee of 40.*7 percent by
allowing tempcx ary adjustments in
years of very slow ce very rapid state
revenue growth. At this time, the full
impact cf Prop III is not yet known.

California in the 1990s

California could face a $3.6 billion
revenue shortfall. This has serious
implications for aL state services,
particularly education. Befcre the full
extent of the revenue shortfall was
known, Governor Deukmejian had
proposed limiting school district
COlAs to three percent, substantially
below the 4.5 to 4.8 percent required by
statute. Districts anticipating difficult
fmandal times with a 4.5 percent COLA
will be forced to make substantial
reductions in services if the three
percent COLA remains in effect.
Moreover, the passage of Prop 111, will
allow the state to reduce funding for
education slightly if necessary, some-
thing that would not have been
possible under Prop 98's Test 2.

Categorical Funding. California
provided $4 billion in 1989-90 to fund
categorical programs. In addition, in
1989-90, $180 million was appropriated
as supplemental grants for districts that

do not receive large amounts of
categorical aid. This grant program,
established at the behest of legislators
from suburban and rural districts who
claimed that their school districts did
not receive their Hfair-share" of cat-
egorical assistance due to Prop 98, is in
jeopardy with the new, lower, state
revenue estimates.

Facilities. Prop 13 made it impos-
sible ice school districts to levy prop-
erty taxes to pay for bonded indebted-
ness. Between 1978 and 1986, school
districts relied erttirely on the state's
lease-purchase program to construct
new facilities.

Voter approval for bond issues to
build new facilities requires a two-
thirds majccity. Since 1987, there have
been 76 elections, 39 were successful.
However, currently, there is a bacIdog
ot approximately $6 billion in approved
anstniction projects. The voters
approved $1.6 billion in state general
obligation bonds in 1968, but these
funds have already been allocated.
Another $800 minim in school con-
struction bonds was approved in June,
1990, and the November, 1990 ballot
will contain a similar $800 million
measure. Even this infusion of an
additional $1.6 billion will not solve the
state's long term school construction
needs.

Districts also have the authority to
levy fees on developers for new
construction, but these fees have not
been adequate to meet all construction
needs. As a result, districts are forced to
rely on the state's lease purchase
program.

Summary

The education of California's five
million school age children is expensive
and important. Providing adequate
financial resources to the state's 1,010
school districts is difficult, fraught with
political and educational compledties,
particularly in a state with a proven
reluctance to increase taxes. How the
state's policymakers face this challenge
is important in determining California's
future.

Dr. Lawrence 0. Picus is a Professor of
Education at the polity of Southern
California.
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SPECIAL INSERT

Perspective on the Finance of Education in Utah

Public school education in Utah
operates with the lowest per pupil
expenditure while housing the highest
number of students per classroom in the
nation. In 1988, the average per pupil
expenditure was $2655 compared to a
national aveage of $4509 per pupil.
Several factors account for this wide
discrepancy: a high birth rate, a sluggish
state economy, and a reluctance by
taxpayers to assume a heavier tax
berden.

The 199( promise an opportunity
for increasing Utah's per pupil expendi-
ture for education because of declining
student enrollment and a strengthening
state economy. Despite these projec-
tions, when Utah's denographic
characteristics are considered in
conjunction with its relatively weak
economic base (and consequent tax
burden), the discrepancy between
Utah's need and its capacity to raise
necessary educational revenues be-
comes apparent.

This policy insert addresses three
fundamental policy questions: 1) What
are the prospects of increasing educa-
tion revenues in Utah during the 199(s?
2) What do these low per pupil expendi-
tures mean for the quality of education
in Utah? 3) How have these fiscal
constraints affected the distrtbution of
resources among Utah's 40 school
districts?

Demographics versus money

Demographics and mcoey are two
factors that contribute to Utah's educa-
tional funding problems. During the
1980s, Utah's birth rate was nearly twice
the national average of 1.0 percent. Utah
ranks second among the states in the
percent of population under five years
of age, first in the peroent of population
between five and 17 years of age, and
first in the number of students per
classroom (23 students per classroom).
Utah schools serve a large number of
students relative to the state's total
population. Between 1978 and 19:':, the
public school enrollment increased by 32
percent while in the nation, enrollment
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declined by six percent akah Founda-
tion, December, 1989) In fact, the Utah
Research Foundation, a non-profit
agency established to study state and
local govenment, reported that during
the 1988-89 school year there were 254
public school students per 1,000
population in Utah, a ratio that was 55
percent higher than the US. average of
164 enrolled students per 1,000 popula-
tion.

Utah's comparatively weak
economic base makes financing public
education problemadc. Utah ranks last
in the nation in the amount of personal
annual income available per enrolled
student: the total personal inccene per
enrolled pupil in Utah is only $47,967,
compared with $100,590 in the United
States and an average of $75,710 in the
eight neighboring Mountain States.
Because of the state's limited fiscal
capacity, the tax burden on its working
population far funding educatice is
substantial, ranking sirth in the nation
in 1988: state and local revenues
devoted to public educatice wer equal
to $5436 per $1,000 personal income
compared to an average of $42.80 per
$1,000 throughout the United States.

Increasing Educational Revenues

Revernies for public education are
acquired frcen property, sales, inmate,
and mineral lease taxes u well u from
tuitice, fees, and Federal sources. The
extensive reliance on multiple tax
sources does not make it easy to
identify new sources of education
revenue. Lotteries are not likely to be
accepted in Utah with its largely
Mormon population. Programs, such
as theft promoting business-school
partnerships, may succeed in wealthy,
urban settings, but it is less obvious
how such programs will succeed in the
more sparsely settled, poorer regions oi
the state . Uncertainty about how such
revenues would be distributed among
districts or among schools within a
district raises questions about how
these private dollars will serve the
public need equitably. Thus, fee Utah
the most likely way education rev-

enues will increase is through continued
economic growth.

Currendy, Utah is enjoying an
economic recovery. Betweet the 1988-
1989 fiscal year, more than 60,000 new
jobs were created, and both retail and
housing sales improved. One of the
benefits of this recovery is increased
revenues, providing the state with a
surplus. This surplus enabled the
legislature, for the 1990-91 fiscal year, to
authorize $175.4 million, the largest
single, orte-tirae increase for educational
funding for highe ancl K-12 education
in histoty.

The increased investment in
education reflects policymakers'
concern over the quality of education in
Utah. Thee is, however, an urgency to
the situation. In September, 1989, Utah's
teachers Walked out of their classrooms
for one day. Four major grievances were
dted as reasons for the walkout 1) low
per pupi' expenditures for education,
2) large dau size, 3) shcrttge of
textbooks and supplies, and 4) low
teacher salaries.

The $175 million is intended to
directly address these issues. More than
$81 million goes to permanently
increasing the equalized funding unit
for public education in Utah (the
Weighted Pupil Unit WPU) by $106
per pupil. The funding included a
projected sbc permit raise for teachers.
In addition, $15 million for edtmabon
technology, $10 million for public
school tedbooks, $3 million for school
media centers, and $3.7 million for
college library acquisitices. The cost of
reducing the average class enrollment
size of twenty-three, by even one or two
students, is so expensive that this issue
has received limited funding support.

Even if Utah continues to prosper
and student enrollments decline in the
future, there are several reasons to
believe that funding levels for education
will not significantly improve. First,
Utah's schools are not the only social
services to operate in Utah. Future
surpluses are likely to be directed to
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other social programs and not educa-
tion. Second, :educed =aliments may
sold fiscal relief in future yeas, but for
the present, Utah must graduate large
:lasses through 12 years of increasingly
expensive education as they progress
through high school. Third, even if
Utah's economy continues toprosper, it
would take enormous revenues to bring
Utah's pa pupil expenditure level up to
national averages. What do these
relatively low per pupil expenditures
mean for the quality of al.:satire in
Utah?

The Quality of Education in Utah

In Utah, the Superintendent's
Annual Report daines the improving
quality of education by identifying
specific progams or policies, each as a
state-mandated core curriculum,
inaeased graduaticn requirements, an:
teacher career ladders, all of which are
used to measure the effect of district
assessment programs (district report
cards), student indicators (quality
indicators), and student achievement
tests, to name a few. Comparisons of
these indicatccs claim that Utah's
educational system is operating success-
fully. For example, the Annual
Superintendent's Repcct emphasizes
that results for 1988 from t h2 American
College Testing Program (ACI) taken
by over 15,000 Utah students shows that
student performance was higher than
the nation in English, natural sciences,
and social studies, but lower in math-
ematics.

Underlying these propceitions
about the quality of education is the
position that schools in Utah are cost-
effective. In Utah, schools operate
successfully arid inexpensively because
of economies of scale Over 82 percent of
Utah students are enrolled in school
districts with more than 10,000 pupils
(less than four percent of de students
are enrolled in school districts with
fewer than 2500 pupils). Large class-
room enrollments and low teacher
salaries reduce expenditures and
challenge the assumption that small
dassmoms and high teacher salariesare
necessary for student achievement In
addition, Utah's public schools operate
in a comparatively homogeneous
population that values education. These
tactors help explain why student
achievement is high even though per

pupil expenditures are comparatively
low.

However, maintaining a low per
pupil investment in education is not the
same as opeating cost-effectively.
Policymakers will need to develop
analytic strategies as well as data bases
to help them make better decisions
concerning productivity issues. For
example, the introduction of year-round
schools may help facilities to be more
cost effective, but it would be necessary
to ccmpare the maintenance and 1 sage
of the traditional schedule with the
extended-year schedules to know this
for certain.

Equal Educational Upportwity

Utah's public schools are financed
by a minimum provision philceophy. In
the early 1970s, the school finance
formula was extensively rewritten,
emphasizing the state's role in the
equalizatice of revenues for students
among school districts. This plan
required that revalues raised by school
districts firma state-mandated mini-
mum property tax be equalized, using
state funds, to a specific level, thus
ensuring students a minimum basic
education. Utah has maintained its
onntribution to educatiordd finance over
the years, and even compensated for a
declining Federal share during de
fiscally constrained 1980s. For example,
in 1965,1ocal Utah governments
contributed 47 percent to educatice,
while the state contributed 46 percent,
and die federal government seven
percent. In 1989, the contribution by
local govanment bad deceased to 38
percent, while the state's contribution
increased to 55 percent and the federal
stayed approximately the same (6.7
percent).

Utah seeks to reduce the variation
in per pupil expenditures among its
fatty school districts. School districts are
able to raise money above the minimum
fourwlation tax rate, although the state
dles recapture revenues generated by
the minimum tax rate that are above the
minimum expenditure level, by passing
special voted leeways (taxes). Conse-
quently, l'er pupil expenditures for
Current &paiditures (instructional and
maintenance) varied, in 1988, from a
minimum of $2,135 to a maximum of
$5,595.

Examining expenditure variations
among school districts does not
directly address how the tax burden
has changed over the yews. During the
late 19701 and early 1980s, taxa in
Utah decreased significantly. This is
due in part to the presence of a strong
tax-limitation group. Yet, even though
tax rates increased during the remain-
der of the 1980s, these increases fell
mostly on the property poor school
districts. It appears that a district's
wealth is related ted the distribution of
the tax burden among Utah's tax
payers and can pose a serious equity
issue in the future.

This systematic relationship
between school district property
wealth and per pupil expenditure
levels is one of the persistent problems
of school finance The problem is
hmdamentally two-fold: yields from
tax rates depend on the wealth of a
school district calsequently, a
student's access to the revenues
necessary to purchase educational
services depends upon their residence.
State finance plans are intended to
bresk, cc at least mitigate, this relation-
ship between school district wealth and
eduottional opportunity by equaling
revenues by school districts.

The Utah's State Education Office
is making a serious effort to accomplish
an equitable school finance plan. Yet,
per pupil expenditure differences still
exist. However, even though Utah has
not been able to improve manures of
equal educational opportunity during
the fiscally =strained 1980s, the
picture did not significantly worsen
either.

Conclusion

Utah cannot ecpect a Apificant
increase in expenditure levels in the
foreseeable future, despite a strength-
ening economy and reduction in the
population growth. While the impor-
tance of productivity and cost effective-
ness began to be addressed during the
1980s, policymakers need to continue
to focus on these issues and othas
during the 1990s.

Dr. Patrick Galvin, Deprrtment of
Educational Administration, University of
Utah.
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